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SBC: Downgrading to Hold from Buy Based on Competitive
Fears from UNE-P
Summary
DETAILED UNE-P STUDY. We have completed an analysis of UNE-F based
economics from a Bell perspective and found 1) economics per line lost 15 worse
than expected, with the average wholesale line producing negative EBITDA in
SBC's region, 2) line loss is expected (0 grow rapidly as we estimate the company
will lose 1M to UNE-P in the third guarter alone and 3} the long distance opportunity
is only a patial offset as the EBITDA effects of UNE-P are hard to counter with low
mar g LD
Action
DOWNGRADE TO HOLD. We are downgrading shares of SBC to Hold from Buy
based on our UNE-P analysis. We anticipate thal the growth of UNE-P will have a
sLenificant 1 3 SBC 3 ings and that it will be difficult for
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LOWER PRICE TARGET TO $30. Our new price target of $30 per shave (prev.
§36) is based on our discounted cash [low analysis. This lowered target incorporates
changes 1o our models to reflect the effects of UNE-P based competition.

Additional Information

We will be holding a conference call to discuss our analysis of UNE-P economics for
the Bells on August 207 at 11:00am. Dial-in information is 800-665-0430 in the U8,
or 913-981-3591 international.

Companies mentioned and disclosures at end of note
In addition to the UBS Warburg web sits, www.ubswarburg.com/researchweb, our rasearch products &re avallable over trind-party systams providad or serviced by
Blaomberg, First Call, VEFESS, IFIS, Multex, QUICK and Reutars. UBS Warbwrg (s a business group of UBS AG



SBC Communications, Ine.  Aupust 20, 2002

SBC = In the UNE-P Wheelhouse

SBC has lost more retail lines to UNE-P than any other Bell at 3.45 million, including 692,000 in the second quarter alone.
The 692,000 UNE-P lines equate to 1.27% of SBC's 34.8 million total retail access lines at the end of the first quarter while
the imbedded base equates to 5.9% of the company's total switched lines (including wholesale). In the second quarter, SBC
added 494,000 residential UNE-P lines, representing mare than 51% of the loss in the retail residential line base. Second line
losses acconnted for another 26% of retail residential line losses while management suggasted seasonality contribued the bulk
of the remainder.

Table 1: Access Lines Statistics for SBC (000s)

1001 0m aom 4001 1002 o 2002
Toial access lines 61 254 &0 E7H J a’::isn 59,522 549 036 58 Fhh
% growth 5% -3, Th% -4 0% -4 7% -50% 4 7%
Met Adds 18 £78 344 608 -394 i
UNE-P 1,373 1,160 2,154 2,400 2,781 a3 453
Net Adds 3B a7 305 24 358 Gz
% of lotal lines 2.2% 29% 36% 4.0% 4.7% 5.4%
Retail resldential lines LB ETR 35 255 3 946 34518 34,128 1,168
% growth 2% % 1% -4, 3% -4.0% 5.0%
Nt Adds 200 423 306 426 -3gg 961
Residential UME-P m a4 Gl g2 162 G56
Met Adds B 24 -b 3 70 494

% of res lines lost .08 3.0% -18% 10.6% 17 4% 51, 4%

Soue: UBS Warburg LLC eslimates

We believe SBC has the most attractive region for UNE-P providers. The average monthly bill for local service is among
the highest while its UNE-P rates are the lowest, making it relatively easy for competitors to earn decent margins. This is
especially true in the Ameritech region. Ameritech and California also have a large number of dense urban areas with very low
loop rates that provide ample feeding ground for resellers.

Based on our analysis, SBC also takes the hardest hit for each retail line lost to UNE-P competitors. We estimate that the
company loses approximately $19.76 in net revenue per line per month for ¢ach retail line lost to competitors. This compares
o $17.89 for Verizon, $18.29 for BellSouth and 51473 for Qrwest. In the Ameritech region, where the company is under full-
scale attack, the company loses approximately $21.73 per line per month in net revenue. The EBITDA impact is also maost
severe at SBC. We believe the company generates over $13.53 in EBITDA per retail residential line per month but Joses
roughly $3.51 in EBITDA per month on lines converted o whaolesale via UNE-P. SBC is the only Bell to generate more than
£1.00 of negative EBITDA per month on 1ts wholesale line base. Thus the negative EBITDA swing from retail w wholesale s
mote than $17.00 per line per month, also the largest for the Bells with the other three in the -512 to -516 range. In the
Ameritech region, this figure is approximately -519.00 per line.

Line losses to UNE-P have shifted from the business to the residential market. In the second quarter, UNE-P took 404,000
residential lines and just 117,000 business lines, down from 393,000 business lines in the fust quarter. Michigan was hit
hardest with 184.000 lines converted from retail to wholesale in the state during the second quarter, AT&T, which began
marketing in January 2002, claims to have garnered 6% residential market share in Michigan six months. Texas has
seen the largest total line loss to date from UNE-P with over 1.57 million wholesale lines (both UNE-P and TSR} in the state
Wholesale net adds have slowed dramatically in Texas, however, as AT&T has pulled back on its marketing efforts due 1o
relatively low discounts available,

2 UBS Warburg LLC



S5B8C Commumications, Inc,  Augus| 203, 20072

We expeet line loss to continue to ramp up in SBC territory in the second half of 2002 and believe the company will lose
approximately 1 million retail lines to UNE-F in the third guarter. We believe that roughly half of the line loss in the
second quarter occwrred in the month of June, Considering the steep growth within the second gquarter and AT&T s entry inio
the Ohio and Illineis markets in mid-Tune and the California market in early August, our numbers could prove conservative.
With another 1.2 million UNE-P line projected for the fourth quarter, we now expect residential line loss of 9.1% and 12.6% in
the third and fourth quarter, respectively, This also suggests that by vear end, 109 of total switched access lines will be UNE
P. Again, we note that our analysis suggests that wholesale lines generate negative EBITDA an a weighted average basis. In
2003, we expect the company to lose 3.41 million lines, up from 3.25 million for all of 2002,

Much depends on the company’s ability to secure long distance approval in California in the near term, which should
dampen (but by no means eliminate) line loss while helping to offset much of the revenue loss, similar to the results in 27 1-
approved Southwestern Bell states. The Administative Law Judge (ALJ) in California has approved the company's
application and the full public vtility commission to is expected to vote on September 19", a short delay from the recently
proposed date of August 22", A positive outcome for the Bell could enable SBC to begin marketing inter LATA services in
California in late December. Amerttech is a different story however, as we do not expect the company to receive approval for
long distance in these states until the second half of 2003,

Estimates and valuation

Based on changes to our model resulting from this analysis, we are reducing our 2003 EPS estimara to $2.25 from our previous
estimate of $2.36, while maintaining our 2002 EPS estimate at $2.31. This wanslates to a 2.3% decline in EPS in 2003 versus
our previous estimate for 2.1% growth. It compares unfavorably with the 1.8% EPS decline we continue o expect for 2002,
We now expect total proportionate revenues to decline by 1.3% in 2003 following the 3.9% decline in 2002, Ow previous
estimate was suggesting a 1.1% growth in revenues, We now expect EBITDA to decline by 1.9% versus our previous
assumption for a 0.53% growth in 2003,

SBC is currently trading at roughly 13.3x our new estimates for 2003, Given that we do not expect the company to generate
enough growth to reach its 2001 EPS of $2.35 uniil 2006, we believe 1t will be difficult for the company to outperform the
market at these levels. In calculating ow new 12-month price target of $30 per share, we conducted a discounted cash flow
analysis, emploving a 79% discount rate, a terminal value that assumes 2.5% perpetuity growth and a 20% private market
discount.

Tabla 2: Changes to SBC Estimates (SMM)

2002 2001 % growth
Old New  5change % Change Old Mew  § change s Change Oid Mew
Wiraline Revenusa 14768 JBE01 87 .44 99, ER4 57 442 1,402 3.6% 0.3% -2 %
Talal Revenua E3A72 R OOG AET 0.3% 62,037 61535 1,402 -2 B .15 -1.3%
EBITDA MA7T 2.957 20 0.1% 21,470 20053 -5 2% 0.5% - G%
Mei income 7728 1716 13 0.2% 11 T.4a2 -145 -4 5% 1.1 % -3.3%
EFS 2.4 sl 1§0.00) 4.2% fo06 3205 1§0.11) -4.5% 1% 2.4%

Source: UBS Warburg LLC estimates

Statement of Risk

Risks include management's ability to execuie, potential adverse changes in regulation, changes in technology, the effects of a
wedk economy, increasing competition and a large degree of aperating leverage,

3 UBSWarbumg LLC



SBC Communications, Inc.  Auqust 20, 2007

Global rating definitions and allocation

% of companies under % for which IB services

Rating Definition cowerage with this rating have been provided

Strong Buy  Greater than 20% excess return patential; high degree of confidence 12% 53%

Buy Positive excess return potential 39% 36%

Hold Low excess return potential; low degres of confidence 44% 28%

Heduce  Megative axcess ratum potential 4% 22%

Sall Greater than 20% negative excess retum potential; high degree of 19, 1%
confidence

Excess refum; Targef price [current price — 1 = gross dividend yield - 12-month interest rate. The 12- month interast rate used is that of the
company's country of Incorporation, in the same currency as the predicted retum.

*Investment banking services include, but are not restricted to, acting as manager/co-manager in the undarwriting or placement of securities
{within the past three years), acting as financial advisor, andéor providing corparate fnance or capital-markets-related services to a company
or one of its affiliates or subsidianes [within the past 12 months).

Source: UBS AG, its subsidianes and affiliates, as of 30 June 2002.

2, UBS AG, its affiliates or subsidiaries has acted as managerco-manager in the underwriting or placement of securities of this company of
one of its affiliates within the past threa years,

37. Within the past 12 months, UBS AG, its affiliates or subsidiaries has recaived compensation for investment banking services from this
coMaany.

80. UBS AG, its affiliates or subsidianes expect o receive or intend to seek compensation for invesiment banking services from this
company within the nexi three manths.

Unless gtherwise indicated, please refer 1o the Valuation and Risk sections contained within the body of this report.
For a complate set of disclosure staterants assaciated with the companies discussed in this report, including information an valuation and
fisk, please contact UBS Warburg LLC, 1285 Avenue of Americas, New York, New York, 10018, Attention: Publishing Administration.

UBS Warburg LLC, 1285 Avenue of the Americas, Mew York, NY 10019 Phone: +1-212-713-2000
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UNE-P Economics: Downgrading the Bells

4+ Downgrading BellSouth , SBC and Verizon to Hold from Buy
— Analysis of UNE-P economics suggests pressure on profitability for the Bells

— We now expect earnings to decline 1.8% vs. prev. expectation for 2.6% growth
(Street estimates are for 2-5% growth ).

— We expect long-term FCF growth of 2-3% vs prev. expectation for 3-4% growth
¢ Lowering Price Targets
— New price targets based on our reduced FCF estimates in our DCF analyses:
— BellSouth: $26 (previously $28);
- SBC: $30 (previously $36);
— Verizon: $34 (previously $50)
¢ We Expect Market Performance Over the Next 12 Months

— Attractive dividend yields should limit downside

% l i] ':-\ 11-{ |_ . John Hodulik, CFA
JDO YWdrburg (212) 713-4226, john hodulik@ubsw.com



UNE-P Economics : Changes to kEstimates

BellSouth
2002 2003 % growth
0id Mew  §change % Change Old New Schange % Change Old New
Wircine Revenue 18421 18312 -109 0 6% 18,731 17993 738 30% 1.7% AT7%
Total Revenue 29008 28,800 -109 0.4% 20582 28,842 740 25% 20% 02%
EBITDA 12,837 12,784 53 0.4% 13120 12,761 350 27% 22% 0.2%
Net Income 4035 3924 11 2.7% 4217 383 -380 9.0% 4 5% 22%
EPS $214  $208  ($0.05) -2.3% $2.18 '° sz_ng‘} ($0 16) 7.3% S BT I A
SBC
2002 2003 % growth
Dld Mew  $change % Change Old New $change % Change Old New
Wireline Revenue 38768 38,601 167 -0.4% 38884 37482 1402 -36% 0.3% 29%
Total Revenue 52,372 52.205 ABT -0.3% §2937 51535 1402 26% 1.1% 1.3%
EBITDA 21377 21,387 20 0.1% 21479 20958 521 24% 0.5% -1.9%
Net Income 7728 1715 13 0.2% 7811 7462 48 45% 1.1% 33%
EPS $231  $23  ($0.00) 0.2% $236 s;.z%} ($0.11) 4.5% L 21% 2% 'E
Verizon
2002 2003 % growth
Qald Mew §change % Change old Mew $change % Change Old New
Wircline Revenua 40312 40387 18 0.0% 19655 39.136 518 -1.3% -31% 43%
Total Revenus 86737 66,722 15 0.0% 67092 66575 518 0.8% 0.5% 0.2%
EBITDA 29043 28,772 277 -1.0% 78836 28,160 576 2.3% 0.7% -2.1%
Net Income 8332 8,150 182 2.9% B587 8130 457 5.3% 31% 0.2%
EPS $305 $298 (3007 2.2% $3.12 (3296}  ($0.16) 5.1% [T 23%  07% |
[ S

3 UBS Warburg




UNE-P Economics: Glossary

4 Unbundled Network Elements (UNE)

— The individual parts of the local telephone network (7 elements including: local
loop, switches, transport and OSS) that ILECs are required to “unbundle” and

lease out to CLECs. Competitors can lease out one or all of the available UNEs to
provide service.

¢ Unbundled Network Element-Platform (UNE-P)

— Use of ALL the UNEs to provide service, requiring minimal capital outlays or asset
deployment.

¢ Retail Lines
— Access lines sold directly to the end user from the ILEC.
¢ Wholesale Lines

— Access lines sold to competitors (AT&T and MCI), which resell the lines to end
users.

%L ]“HU. l John Hodulik, CFA
2D YYArDurs (212) 713-4226, john hodulik@ubsw.com _
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UNE-P Economics: UNE-P Diagram
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UNE-P Economics: What’s the Big Deal?

¢ UNE-P Competition Has Intensified in Recent Months...
— MCI's Neighborhood Plan (commenced in April ‘02; exited 2Q with 800K lines)

— ATA&T (recently entered 3 SBC states [24M residential lines]; plans to enter NJ
[4.5M residential lines] in Sept 2002)

— Other operators

- Sprint is considering this strategy; others include Z-Tel, Talk America, and
SupraTelecom {which added 120K UNE-P lines in FL in 2Q02)

¢ Due to More Favorable Economics of UNE-P for Competitors
— Public Utility Commissions continue to set lower rates

- Recent reductions in California, New York, New Jersey, Pennsylvania
¢+ Second Quarter Results Revealed the Bells’ Exposure
— Over 1.1 million retail lines converted to wholesale through UNE-P in 2Q
- SBC: 692K added vs. 358K in 1Q02;

- BellSouth: 278K added, vs 239K in 1Q02,;
- Verizon: 110K added vs. 64K in 1Q02

%% L |1-;\ Wi } . John Hodulik, CFA
JDe dI'DUIs (212) 713-4226, john.hodulik@ubsw.com
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UNE-P Economics: Summary Findings

¢ Economics of UNE-P are Worse than We Originally Expected

— UNE-P lines generate negative EBITDA in 18 states for the Bells (60% of
US residential lines)
— SBC's Ameritech region is the most attractive for UNE-P competitors

¢ UNE-P Line Growth Will Be Greater than the Market Expects

— UNE-P lines can be profitable in 33 states, suggesting further entry (82%
of US residential access lines)

— ATAT presents the most significant threat.

Its 40% share of the consumer LD market presents an immediate target

AT&T sees opportunities in 14-17 states, but announced entry in 8 states.

— The Bells exited 2Q02 with 7.5M UNE-P lines (5% penetration).

2000a 2001a 2002e 2003e 2004¢ 2005e
UNE-P Lines 2,923 5652 11,152 18146 22367 25136
UNE-P Penetration 1.7% 3.4% 7.2% 12.2% 15.2% 17.3%

‘% L I ) \\\ | . John Hodulik, CFA
JDS WWarurg (212) 7134226, john hodulik@ubsw.com _
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UNE-P Economics: Summary Findings

+ Long Distance Opportunity is Only a Partial Offset

— Bells only need to add 1.3 long distance customers for each UNE-P line added to
breakeven at revenue line

— However, the Bells need to add 5.4 long distance customers for each UNE-P line
added to breakeven at EBITDA line

— UNE-P IS AN EBITDA STORY, NOT A REVENUE STORY

2002e 2003e 2004e 2005e
LD subs 19.905 34,524 41,460 45,223
UMNE-P subs 11.152 18,146 22,367 25,136
LD subs | UNE-P subs 1.8 1.9 1.9 1.8

¢ We Do Not Expect Near-Term Regulatory Relief

e}iﬁ[ RS Warbure John Hodulik, CFA
JDI VYAl'DUrLE (212) 713-4226, john.hodulik@ubsw.com .
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UNE-P Economics: Calculating the Impact

1) Calculate Revenue Impact Per Line Lost

2) Estimate Average Retail COGS and SG&A per Line Based on
Existing Wireline EBITDA Margins

3) Calculate Wholesale EBITDA Contribution

4) Estimate Future Line Loss in Each State

% JRS Ws nl-. L John Hodulik, CFA
Jho yvarpurg (212) 713-4226, john hodulik@ubsw.com .
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UNE-P Economics: Revenue Impact - SBC

llincws

ndana
Michigan

Oy
Wieshinsn
Cabiorma
Connedbaut
Kegwiada
Ferkanss
Kansas
bizzoun
Oklehoma
Tenss
AveragaiTotal
hvg Amesitech

Hirees
Indiana
Michagan
(Oea
Wz
Califlomia
Comnecticut
Henmda
Brkaness
Fanias
Missour
Chdaboma
Texas
Average
B, Ameritech

a8 UBS W

Plus: Plus; Pius: Flus: Tootal Less: = Total
Basiclocal Service  SLC  Vemcalsen. AccessintalATAfoll  USF | Retal Revenue |  UNE® Revenue Lost
12.50 449 5 00 500 .37 % 592 a4
12.50 5,48 500 52.00 042 3241 1747 1534
2100 5,31 800 500 043 ay 1274 800
1425 535 500 500 .42 M0z 1441 19,61
19.95 5.03 800 500 023 ;|2 19,68 19.53
10.97 140 500 500 0.44 8 1158 18.13
1254 5,50 .00 500 052 285 20.81 120
10.75 526 900 5.00 0.54 3058 2 17 5.38
3198 5.0 500 500 0.4 5153 1657 3506
1445 5.0 900 5.00 048 3443 1639 17.74
16.90 5.20 9m 5.00 048 3658 1837 17.21
1228 5.20 9.0 5.00 048 nH® 18.45 1351
1885 EID 900 5.00 0.4 53 LLE ] .72
1458 493 .00 5.00 044 U5 " 1976
1555 505 8,00 5.00 039 3513 13.-::K 7173
e Local Switching Tandem switching _ Shared franspord
Urban Subwrban Rl per pert per KO per MOU par MGU Aug. UNEP
253 707 11.40 50 armded 0.0002 0.0008 5.42
803 8.15 g3 5.4 0.0034 00003 D0y 1747
547 873 1258 25 0.0012 00011 0.0004 1274
593 797 952 163 0.0032 0.0007 na 1441
101,90 1030 10.50 4,98 0.0035 00007 00011 1988
g3 1137 19,63 0.88 0.0008 0.0001 0.0013 1188
ps 1203 19.69 3,31 0.0072 00020 na 0.8
1475 1268 B6.31 163 0.0016 04018 (0073 97
1188 1364 23.34 161 0.0018 00017 00004 1657
1186 1364 2334 1.61 0.0018 0008 0.0004 1638
1271 2071 3329 206 0.0021 0.0008 B.0004 1837
2.4 1365 2625 232 0.0029 00010 na 18.45
1214 13.65 18.98 230 00021 00008 (0001 175
885 1.3 16.01 PRE 0008 00005 00008 1450
837 BH 1679 439 00018 0.0008 00005 1340
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UNE-P Economics: Revenue Impact - Qwest

AdEia
Coirandia

knnezota
Mantana
Hebvasea
M Maxico
Mo Descla
Chagon
Sowth Dakola
Utah
Weashinglon
Wiyoming
Average/Total

Mo
Cgiorada
Ideho

lowa
Minnesota
Mentana
Hatrasha
Mew Mexico
Morkh Dakoks
Cragan
South Dakota
tsh

W ashangion
Wyaming
Average

Plus: Plus: Plus: Plus: Tukal Less: = Total
Basic Local Service SLC Verlical gerv.  AccessAntralATA toll UsF Retad Revenue _UNE—P ] Egﬂﬂw I.Lml
128 500 800 500 0.56 274 ;0 T
1452 600 B.00 500 056 L] 1282 1.8
1448 a0 800 5.00 0.56 404 a4 11.59
1188 472 §.00 500 0.56 2996 17.15 1281
14,35 450 8.00 500 056 3281 1145 19.38
16.73 500 #00 5.00 0.56 3629 734 B
19.23 16 B0 5,00 HE 785 2514 12.75
1066 B0 B0 500 056 3aaz 2174 843
1768 .00 00 504 L56 s 290 14,35
1380 ELO E.00 5.00 .56 1338 2068 121
1665 (A £.00 5.04 056 3621 21.54 12.67
1103 B0 500 300 0.56 3058 18945 1.4
1250 £52 B0 500 056 3198 10.72 21.28
B0 B0 B0 500 056 42 56 2826 1440
1378 5735 E.CD 300 (] 3306 18.33 14.73
Loop Lecal Swilching Tandem switching  Shared transport
Urban Suburban Fural per port jper MOU per MOU per MOU Avg. UNE-F
18.96 1454 56.53 161 G.on2a G004 {00004 2810
£af 1231 275 186 30020 00020 0003 12.88
1581 2401 4092 1.34 o.om7 0.o032 02 7244
13141 1554 27 1.15 00007 00042 0l 17.15
B81 12.33 211 ] bo0ig 00013 00315 13.45
2310 2380 713 158 O goaT 00056 005 M
1514 35105 fra2 247 0 GOoT D026 02 2515
IT.75 FL ] w23 138 ooai 00016 0Da1s 2174
1478 2452 56.44 127 0 05F ({084 00044 280
1395 25.20 5621 1.2 00013 (L g016 00600 2 56
7o 18.54 FLRE 184 [HRLIRS] T Q014 2304
147 1778 0.9 084 00074 0.a011 00009 19.45
B4l 11.35 1276 1M oodiz LRI 0022 10.72
1449 294 30.13 24 038 BLG016 0.0003 7828
1217 16,86 T2 146 0.o0e7 X ] oonid 18.33
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UNE-P Economics: Calculating the Impact

2) Estimated Average Retail COGS and SG&A per Line Based on
Existing Wireline EBITDA Margins

— Assumes residential wireline margins are equivalent to total wireline margins

3) Calculated Wholesale EBITDA Contribution

— a) Estimated average wholesale COGS and SG&A per line
- Assume 5% avoided cost in COGS; 20% avoided cost in SG&A

— b) Compared this cost structure to revenue from wholesale UNE-P rates

COGS 5,GEA EBITDA % of COGS % of S,G&A Calculated
(% of sales) (% of sales) margins avoided avoided EBITDA margins
SBC 35% 25% 40% 5% 20% -24%
VZ 3% 24% 45% 5% 20% A%
BLS 27% 23% 50% 5% 20% 13%

3% UBS Warburg
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UNE-P Economics: Calculating the Impact

¢ 4) Estimated Future Line Loss in Each State
— SBC: Lost 692K lines to UNE-P in 2Q, up from 358K in 1Q

~  We believe roughly half of these were in June alone
—  ATA&T entered IL and OH in mid-June, CA in early August
- We expect line loss of Tmin Q3 and 1.2m in Q4
— BellSouth: Lost 278K lines to UNE-P in 2Q, up from 239K in 1Q
~  Losing 100-120/ quarter to reseller in Florida
- AT&T in Georgia and is likely to enter Florida as well
- We expect line loss of 300K in Q3 and 400K in Q4
— Verizon: Lost 110K lines to UNE-P in 2Q, up from 64K in 1Q
- AT&T increasing marketing expenditures in New York
- Announced entry into New Jersey in September

- Expect to enter Pennsylvania in 4Q

- We expect line loss of 230K in Q3 and 500K in Q4

% UBS Warburg
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UNE-P Ecﬂnomics: What's the Call?

¢ Downgrading the Bells (BLS, SBC and VZ)
— Expect the group to perform inline with the market over the next 12 months
— Dividend yields should provide a backstop on valuations
¢ Economics of UNE-P worse than expected for the Bells
— Will put additional pressure on Bell margins and earnings
— S5BC and BellSouth are the most exposed
¢ Line Losses Will Likely Accelerate in 2H02
— ATE&T and MCI
— No near-term regulatory relief expected
¢ Long Distance is Only a Partial Offset

— Local revenue is much higher margin than long distance

— To breakeven on the EBITDA line, Bells need to add 5.4 long distance customers

for every UNE-P line added
¢ 2003 EPS Estimates are Too High

— We now expect 2003 EPS to decline 1.8%; the Street still forecasts growth

UBS Warburg
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Additional informaton available upon réquest.
Prices of companies mentioned as of :

AT&T Corp 2 T N/A
BellSouth Corp 2 BLS N/A
Qwest Communications International ] INiA
SBC Communications, Ing, 2 SBC N/A
Sprint FON Group 2 FON N/A
Verizon Communications 257 VL N/A
WorldCom Group 1.2 WCOM N/A

L. UBS Warburg LLC and/or one of its affiliates makes a markel in the securities of this company.

2. UBS Warburg LLLC, UBS PaineWebber [nc. and/or one of their affiliates has acted as a managerco-manager or placement agent in underwriling
securities of this company or one of its subsidiaries in the past three years

ST, UBS Warburg LLC is acting as co-manager in underwnling secunues of Venzon Wireless.




UBS Warburg IILC, 1285 A venue ol the Amegicas, New York, NY 10019
This report has been prepared by the groun, subsidiary or affilizte of UBES AG ("UBS™) identificd herein. In certsmn countries NS AG is referred 10 a5 UBS SA. URS Warburg ic a
bosincss group of UBS AG.

This repart is for distrabution galy under such circomstances as may be permutied by spplicable law. Tt has no regard 10 ihe specilic mvestment objectives, financkal $iualion or pariicular
needs of @y specalic recipient. 1L is published solely for informational purposes and is not o be construed a8 & solicitalion ar an effer w buy or sell any secunies or related financial
instruments. ‘The report is based on informatica obtained from sowces belioved te be relizble but is not guaranieed as being accurate, mor is il intendsd 1o e o complets SLAtETment oF
summary of the secuntce, markets or developrments relermed 1o m the reporl. The repod should no be regarded by recipicnis a8 a subsiilule (or the exerase of their own judgement. Any
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